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1. Introduction 
 
 
The New Zealand dairy industry has been well placed to take advantage of the relaxing 
international market barriers that have long plagued the dairy trade.  At the same time it is 
very important to keep the size of New Zealand dairying in perspective.  New Zealand is a 
country of only 3.6 million people and  roughly the same number of dairy cows. Accordingly, 
in terms of people and cow numbers, New Zealand is tiny.  The country will always be small 
in these senses as there is little room, in absolute terms, to expand either the number of 
people or the number of cows given resource limitations (New Zealand would fit inside the 
boundaries of Quebec a number of times over).  The interesting thing about these statistics is 
the ratio of these numbers - one cow per person.  That is very significant ratio.  It shows two 
things.  It shows the importance of the dairy industry within the New Zealand economy and it 
shows the degree to which it is crucially important for the industry to remain highly 
competitive internationally.  So you will continue to notice New Zealand dairy products.  
They will be small in volume on the world stage but very competitively produced and 
marketed. 
 
This paper is devoted to examining the record of the New Zealand dairy industry over the last 
few years in relation to changes in global market forces and policy.  There are two aspects to 
that policy that will be focused on:  New Zealand dairy policy and global dairy policy 
including the implementation of the Uruguay GATT Agreement.  The paper concludes with 
some comments on the way ahead for New Zealand in both domestic policy and WTO terms. 
 
 
2. New Zealand Dairy Sector Performance 
 
The output of milk and dairy products has grown rapidly in New Zealand in recent years.   
Output has grown by over 40 percent since 1992 and New Zealand’s share of world milk 
output has grown by 50 percent, Table 1.  There are many reasons for this.  Climatic variation 
has a strong impact on grass growth and milk supply in N.Z. and 1997 was a very good year.   
Furthermore, the dairy sector has been able to attract additional agricultural resources in New 
Zealand by virtue of growth in the profitability of dairying relative to other farm enterprises.  
Sheep and horticultural production have been relatively less profitable encouraging this 
change in the product mix.  In the non-subsidised agricultural environment resources move 
around in this fashion according to market forces at home and abroad.  New Zealand has a 
strong comparative advantage in dairy production and processing and the sector competes 
strongly, internally, for economic resources.  Dairying’s position has been strengthened in 
this regard by the deregulation of the economy as a whole since 1984.  Agricultural subsidies 
prior to that date tended to favour sheep production over dairying and earlier industry policy 
tended to favour manufacturing over natural resource-based production.  When these 
interventions were largely removed unilaterally, the competitiveness of the dairy sector 
improved through new investment and improved human skills (Graph 1).  
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Graph 1 
Comparative Subsidisation of Dairy Sectors 
 
 
There has been a great deal written of the 1984 agricultural policy reforms in New Zealand.  
Some of the recent research work is beginning to show more definitive results than earlier 
studies were able to pin point, as adjustments were still underway some years later.  In 1996, 
Silverstone et al., Evans et al. and Dalziel and Lattimore produced new comprehensive 
accounts of the economic reforms in general though they provide little detail on dairy sector 
performance in particular.  An excellent summary of changes in the structure, conduct and 
performance of the N.Z. dairy sector will soon be published by Chris Nixon (1998). 
 
New Zealand’s share of world milk production has also grown because dairy output growth 
in some other major dairying areas is constrained by quotas required to offset high subsidy 
levels and the related border protection required to insulate foreign dairy farmers from more 
competitive suppliers.   Accordingly, dairy output in Canada, the US and the EU rose by 4, 3 
and 6 percent respectively over the period 1992-97. 
 
 
Table 1 
New Zealand’s Share of World Dairy Production (million litres) 
 
 1992 1993 1994 1995 1996 1997(e) 
New Zealand 7 871 8 050 9 023 8 997 9 774 11 121
Canada 7 633 7 500 7 750 7 920 8 000 7 930
U.S.A 68 423 68 303 69 701 70 500 70 002 70 534
European Union 113 890 112 417 117 735 120 459 121 289 120 998
World 478 722 475 218 466 065 466 590 464 978 469 543
N.Z’s Share 1.6 1.9 1.9 2.0 2.2 2.4
Source: FAO statistics, NZDB, SONZA, FAS 
(e) estimate 
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New Zealand’s dairy industry is based on pasture grazed in situ by cows in a temperate 
climate.  This results in low production costs and a high level of competitiveness.  Milk 
production costs in New Zealand are 50 percent lower than in Australia, half that of the US 
and less than a third those in Holland, during the period August to April (Nixon, 1998).  The 
downside of this production system in New Zealand is that grass growth is highly seasonal.  
As a result milk production is also highly seasonal with little milk being produced in the 
May-July period. The dairy farm management systems in New Zealand usually involve daily 
rotations of herds onto fresh pasture. When pasture growth is low, or feed demand exceeds 
feed supply, supplements in the form of hay and silage are fed out.  Small amounts of 
nitrogen fertiliser are also sometimes used to boost grass growth but the main soil deficiency 
targeted is phosphorous.  Seasonal supply means that fluid milk processing firms have to pay 
premiums to obtain sufficient milk from farms during the winter or on a year round basis.  
 
The liquid milk market (called townmilk in N.Z.) was deregulated over the period 1984 - 
1993.  Provided that health requirements are met, any company can supply milk to the 
domestic market anywhere in New Zealand.  This resulted in a number of takeovers of many 
of the small town supply dairy companies by the larger Co-operative manufacturing dairy 
companies.  Consequently competition has risen between the major Co-operatives for market 
share in liquid milk and fresh milk products in the domestic market.  For example, a 
Christchurch based company, South Island Dairy Farmers, supplies Invercargill and Nelson.  
This is a major change from the past.  The government no longer controls the price of town 
milk.  Milk processors are no longer required to operate home deliveries.  Some milk 
companies use quota systems to guarantee supplies but this is entirely at the firms’ discretion.  
This is not a two price policy as has been implied by recent Canadian dairy spokesmen 
visiting New Zealand, it is simply a commercial pricing necessity for the private firms 
involved.  If winter milk prices were to rise substantially in this way, domestic supplies 
would have to compete with potential imports which are available at zero or low (3-8 
percent) tariffs without quantitative restriction.  This degree of openness to dairy product 
imports is very unusual by world standards.  There has been a very significant increase in 
imports of dairy products into N.Z. from a low base, as a result of lower border protection 
(Graph 2).  (The extraordinary purchase of surplus butter from the United States of America 
in 1982 for reprocessing and export has been excluded.) 
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Graph 2 
New Zealand’s Dairy Imports 
 
 
The New Zealand dairy industry is export oriented with more than 90% of its dairy 
production exported. The marketing of all dairy export products is controlled (via monopoly 
export but not monopoly import rights) through the New Zealand Dairy Board (NZDB) 
which is owned by the producer Co-operatives (Abel, 1995; Nixon, 1998).  
 
The NZDB has control over all exports and has the right to set export prices and quantities 
for its export products, though it’s power to do so is circumscribed.  Dairy farmers have 
always resisted attempts by the NZDB to control production, and this severely limits the 
ability of the Board to capture monopoly profits. The NZDB can influence the product mix of 
the manufacturers through price signals and price differentials between milk products. The 
NZDB can attempt to increase returns to its owners through price discrimination by not 
oversupplying high priced markets. However, there are few opportunities for price 
discrimination except for simple product mix changes such as reducing the production of 
commodities that have an inelastic demand (OECD, 1996a). Overall, the Board’s power is 
limited by the elasticity of export demand which was estimated to be around -20 for butter in 
the 1980’s (Findlayson et al, 1988).  Even allowing for the introduction of quota management 
schemes in the EU and the US since that time and the increase in New Zealand’s world 
production share, this elasticity is unlikely to be low enough today to provide the Board with 
significant longrun price discrimination possibilities. 
 
New investment has also occurred recently in increasing the size of processing plants and 
investing in new technology.  The number of cooperative dairy companies has fallen to 12 as 
a result of dairy company mergers.  This is a marked decrease from the 75 companies that 
were operational 20 years ago. Nixon (1998) thinks this might fall to 3 or 4 firms in the 
future.  The largest Co-operative is New Zealand Co-operative Dairy Group in the Waikato 
region.  This company produced 43.3 % of all manufactured dairy products in 1996 while the 
Kiwi-Tui Co-operative dairy factories processed 26% and the Northland Co-operative Dairy 
Company Ltd 9.9%.  Talks are currently taking place between Kiwi and Otago Co-op,  
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Tasman Milk Products and Westland Co-op, Alpine dairy Products and Southland, and the 
NZ Co-operative Dairy Group and the Northland Co-op.  
The number of processing factories has declined as investment in the processing sector has 
increased the size and output of factories as shown in Table 2.   
 
 
Table 2 
Average Annual Factory Output, by Product (tonnes) 
 
 
 1970 1980 1990 1994 1995 1996
Butter 3 870 7 004 16 440 24 835 23 703 26 837
Skimmilk Powder 3 465 5 107 9 205 7 553 7 988 10 759
Cheese 1 248 4 066 9 648 17 497 16 448 22 908
Source: NZDB 
 
 
The NZDB  is basically a marketing company, not a production organisation.  Accordingly it 
purchases dairy products from the Co-operative dairy companies based on offer prices which 
it sets.  It does not offer to purchase and market some low volume, high value-added products 
but rather provides export permits to those Co-operatives that wish to export them. 
 
The offer prices for products that the Board does market internationally have the capacity to 
set a ceiling in the domestic wholesale markets for dairy products.  In theory, this could make 
it difficult for importers to compete on the domestic market in spite of the very low trade 
barriers referred to earlier.  This arrangement is seen as necessary to treat the Co-operatives 
equitably but it has come under scrutiny in recent years because it could be viewed as price 
fixing under the New Zealand Commerce Act.  The Commerce Commission examined the 
issue some years ago and concluded that while the view of offer prices as price fixing was 
relevant, the NZDB needed to use a system like this to fulfill its statutory obligations as a 
marketing board (Nixon, 1998).   
 
A potentially related issue concerns seemingly high retail prices for dairy products on the 
New Zealand domestic market.   It has been noticed that fluid milk prices in New Zealand at 
retail are sometimes higher than equivalent prices in the EU or North America where the 
farm price of milk is two or three times the farm milk price in New Zealand.  There are 
concerns that the deregulation of the dairy industry has not brought the consumer gains to 
New Zealanders that might have been expected.  It is not currently clear how much high 
prices are due to real costs associated with small regional markets in New Zealand, and how 
much is due to a lack of domestic competition. 
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3. New Zealand’s Role In World Dairy Trade 
 
NZ’s dairy exports continue to grow rapidly subject to world market access restraints.  They 
are somewhat volatile due to weather variation (Graph 3).  The major markets for butter are 
the United Kingdom, Russia, Iran and Morocco.  The United Kingdom still remains the 
largest butter market (33.8%). Before entering the EU, the United Kingdom purchased 90% 
of New Zealand’s butter exports.  Table 3  shows that New Zealand’s butter exports were 
stable until 1996 but increased markedly in 1997. 
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Source: USDA  
 
Graph 3 
New Zealand’s Dairy Exports 
 
 
Table 3 
World Butter Exports (‘000 tonnes) 
 
 
Butter1 1992 1993 1994 1995 1996 1997
New Zealand 213 221 256 234 237 317
Canada 14 6 2 6 15 14
Australia 58 77 94 85 75 108
European Union2 234 179 158 186 210 230
United States 139 145 94 64 19 12
World 694 688 678 671 642 779
New Zealand’s share 33.6% 32.7% 37.8% 34.8% 36.9% 40.6%
Source: NZDB, ABARE, FAS 
 
Last year butter sales increased by 65% in the UK and 75% in Russia. ANCHOR brand 
spreadable sales contributed to the UK rise.  Other major butter export destinations include 
Belgium, Indonesia and the United Arab Emirates (NZDB, 1997). 
                                                 
1 Includes butter, anhydrous milkfat and ghee. 
2 Twelve countries until 1 January 1995, then fifteen countries. 
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Table 4 
World Cheese Exports (‘000 tonnes) 
 
Cheese 1992 1993 1994 1995 1996 1997
New Zealand 101 110 118 153 173 236
Canada 13 9 8 14 15 20
Australia 69 86 99 116 119 113
European Union 430 522 511 549 501 471
United States 15 19 25 28 32 35
World 743 860 912 963 923 976
New Zealand’s share 13.6% 12.8% 12.9% 15.9% 18.7% 24.2%
Source: NZDB, ABARE, FAS 
 
 
The major markets for NZ cheese are Japan, Australia, Russia and the United States. New 
Zealand cheese exports have more than doubled since 1992 (Table 4). This was partly due to 
the launch of the FERNDALE  brand in Russia. 
 
 
Table 5 
World Exports of Non-Fat Dried Milk (‘000 tonnes) 
 
Skim Milk Powder 1992 1993 1994 1995 1996 1997
New Zealand 138 96 128 138 127 181
Australia 105 119 165 174 168 206
European Union 385 258 144 388 265 285
United States 118 138 123 170 31 125
Canada 30 17 33 44 45 40
World 986 868 838 1 115 807 993
New Zealand’s share 13.9% 11.1% 15.3% 12.4% 15.7% 18.2%
Source: NZDB, ABARE, FAS 
 
 
NZ non-fat dried milk sales have also increased (Table 5). The major markets are Japan, 
Malaysia, Indonesia Taiwan, Philippines and Saudi Arabia.  The main markets for ANLENE 
(a high calcium non-fat milkpowder) are Malaysia, Singapore, China, Taiwan, Indonesia and 
Thailand.   ANLENE was introduced to several new markets, namely, Venezuela, Guatemala, 
El Salvador, Honduras, and the Philippines (NZDB, 1997). 
 
 
Table 6 
World Exports of Casein (‘000 tonnes) 
 
Casein 1992 1993 1994 1995 1996 1997
New Zealand 71 68 78 80 72 81
Australia 3 4 7 5 5 na
European Union 76 59 61 64 63 na
Poland 14 11 8 6 10 na
Source: NZDB, ABARE 
 
 
New Zealand is the world’s largest exporter of casein (Table 6). The major markets are the 
United States and Japan but there has been little growth in recent years. 
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Table 7 
World Exports of Whole Milk Powder (‘000 tonnes) 
 
 
Whole Milk Powder 1992 1993 1994 1995 1996 1997
New Zealand 259 262 306 318 278 322
Australia 55 64 74 93 93 100
European Union 575 580 567 608 539 541
United States 17 15 26 28 18 6
Canada 9 6 6 3 5 9
World 917 940 1011 1120 1003 1077
New Zealand’s share 28.4% 27.9% 30.3% 28.4% 27.7% 29.9%
Source: NZDB, ABARE, FAS 
 
 
By volume, wholemilk powder is New Zealand’s largest dairy export. Table 7 shows that 
exports have gradually trended upwards with the major boost in 1997 resulting from the 
excellent weather conditions. 
 
 
4. International Market Access 
 
The New Zealand dairy industry’s dependence on exports means that it must devote 
significant effort to maintaining and expanding access to world markets.  New Zealand’s 
prosperity generally is significantly affected by these exports.  It has been estimated that the 
broadly defined dairy sector in New Zealand represents 4.8 percent of GDP (Nixon, 1998).  
This is the one cow per person effect referred to earlier.  This commitment to more open 
dairy markets was reflected in the efforts of the New Zealand government at the Uruguay 
GATT Round (UR), within the Cairns Group, in APEC and in a wide range of  bilateral 
negotiations including Australia, Chile and the United States. 
 
The UR agreement, with its restraints on the subsidy levels and degree of export subsidies, 
has likely contributed to New Zealand’s export growth in dairy products but there do not 
appear to be any studies at present to separate these potential effects from resource 
reallocation effects within the domestic agricultural sector resulting from lower profitability 
of other agricultural enterprises.  The minimum import quantities under the UR Agreement 
are obvious gains for New Zealand, for example, increased butter access to the EU and 
cheese to USA. These gains will increase once implementation difficulties are cleared away 
through negotiation or WTO Panels. 
 
From NZ’s point of view there have been a number of issues resulting from unexpected 
measures taken in the US, Canada and the EU to fulfill their obligations to implement the UR 
agreement. The New Zealand complaint to the WTO over Canadian dairy policy is one of the 
important issues that currently needs resolving.   Canada’s use of the monopoly importer, the 
Canadian Dairy Commission, is another issue as is the US lottery system for quota allocation 
and the re-jigging of export restitutions by the EU.  New Zealand’s problems with the EU 
definition of spreadable butter and the UK fraud charges against the New Zealand Dairy 
Board were issues that have been recently resolved. 
 
The partial deregulation of world agriculture agreed to in Marrakesh in 1994 was a very 
important step towards the efficient allocation of global food resources.   The tariffication of 
agricultural supports makes policy much more transparent than formerly and provides a very  
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convenient unitary target for liberalising trade negotiators: the multiple facets of agricultural 
policy have been greatly simplified (or at least they will be once Japan and South Korea 
complete their tariffication plans for rice).  Future negotiations can also focus on 
embarrassingly high tariff rates in agriculture.  In a world where tariffs on manufactured 
goods of over 20 percent raise eyebrows, agricultural tariffs of up to 600 percent will surely 
be quickly reduced. 
 
The export subsidy restraints are putting pressure on quota values in supply management 
schemes to such an extent that commercial farmers in some countries are increasingly 
enquiring whether it would be better to unilaterally reduce support prices and remove quotas.   
In short, supply management schemes have an Achilles heel (quota values) that creates 
tension between commercial and social policy.  Supply management schemes mask the true 
level of competitiveness of an industry and inhibit growth and development. 
 
Restraints on subsidy levels have highlighted the need for policy makers to discriminate 
between equity and efficiency objectives - the so-called decoupling process.  This is 
apparently leading to a much easier acceptance of using general social safety nets for farm 
income assurance in place of agricultural policy.   In general it can be argued that the UR 
Agreement has changed the farm debate irreversibly in many countries. The collapse of 
highly interventionist regimes in Asia, Eastern Europe and the Former Soviet Union may be 
adding to reformist pressures. 
 
Two of the economic superpowers (EU and US) see reform as complementary to domestic 
reform programmes.  Japan is perhaps more slowly advancing towards the same end since it 
has had to face up to the economic and political crises of the last five years.  In short, the 
geopolitics of further agricultural trade liberalisation are promising.   It took from 1947 till 
1994 to initiate the agricultural reform process but there is now a strong awareness in 
government that social objectives are better addressed by social policy, not commercial 
policy. Industry subsidies inevitably lead to oversupply or lower imports and reduce market 
size for competitive exporters.   Subsidies also either pressure fiscal boundaries or must be 
capped by quotas to be responsible internationally.   The whole system is anti-commercial 
and transforms competitive dairy farmers into uncompetitive ones - and to what end? 
 
The isolationism inherent in a system of policy intervention flows over from a single sector 
like dairy to the whole economy and at that point global relations are affected adversely.  
New Zealand ought to know after a 45 year experiment of that type prior to 1984.  In this 
regard,  we might be concerned about the long term trends in Canadian-New Zealand trade in 
general.  Both of our countries need international trade to prosper.  Trade has grown rapidly 
from each of the countries over the last 30 years.  But trade between Canada and New 
Zealand has not grown at all for over 25 years as shown in Graphs 4 and 5.  This is a concern 
because the two countries used to be major trading partners and are highly complementary 
economies in many ways, so our trade ought to have grown rapidly (as it has with other 
countries).  Canadian agricultural policy since the late 1960’s might provide a clue, an inward 
looking approach that not only limits imports from countries like New Zealand but appears 
from Graph 5 to indirectly limit Canadian exports as well. 
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Graph 4 
New Zealand’s Exports to Canada 
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Graph 5 
New Zealand’s Imports from Canada 
 
 
5. Future Domestic Dairy Policy Issues 
 
There is also a series of domestic policy challenges for New Zealand.  Like many other 
countries there are environmental concerns in the dairy sector associated with the use of 
nitrogen fertiliser and the irrigation water demands of expanding the dairy industry into drier 
farming zones.  These additional resource constraints add to pressures on the industry and 
will likely further limit expansion possibilities.  To return to a point made at the outset, the 
NZ dairy sector is small in absolute size (by world standards) and restraints of this type will 
keep it small.  The NZ dairy sector might appear large from outside but that is only by virtue  
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of the competitiveness of its exports and its associated ability to hold high world market 
shares. 
 
There are continuing questions being raised about the need for the NZDB to have monopoly 
export rights and whether these regulations tend to make the industry less competitive than it 
otherwise would be by restraining entrepreneurial talent and capital into the sector.   There is 
probably a consensus at present, amongst analysts, that the export rights are restraining 
competitiveness but only slightly.   Whether anything will be done about changing the Dairy 
Board Act in this way is another matter, after all it has only just been revised and there 
appear to be higher priority issues for Parliament to deal with.  In the event monopoly export 
rights are removed from the NZDB, however, you might expect to see a somewhat faster 
growing dairy export sector in New Zealand. 
 
Finally, the Government shows no signs of reverting to earlier policies of ‘picking winners’ 
from amongst the various sectors of the economy.  It seems content to ensuring that quality 
research and education are adequately resourced and has so far not reverted to the moral 
hazard and other problems associated with strategic industrial thinking. 
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